This study reports the results of a survey among 80 CFOs in Kuwaitilisted firms on current corporate finance practices namely, capitalbudgeting, costs of capital, capital structure, and dividend policy.This paper analyses specifically the survey responses according tothe firm s attributes and CFO s characteristics such as firm size,sector, equity, CFO s education, ownership, tenure, age, and targetdebt ratio. The results of this surveybased analysis indicate thatthere is some evidence of the application of basic corporate financetools that are inline with what is taught in classrooms. For example,we find that a surprising number of firms are widely using IRR nowas a capital budgeting techniques for decisions making todaydespite its limitation. The CAPM is also in use now to estimate thecost of equity capital whereas WACC remains the most popular usedmethod due the simplicity of the tax system in Kuwait. We findsome support for the Bird-In-Hand dividend theory. We also findthat firms do not have any particular source of capital structurechoices when it comes to how best finance their projects as is thecase in the US market. This finding reveals that finance theory is notyet fully implemented. The results also indicate that corporatefinance practices vary depending on firm and managementcharacteristics.
Introduction
Over the last century there has been considerable academic interest in examining whether corporate finance theories are inline with actual industry practices. Graham and Harvey's (2001) There is a lack of evidence in corporate practice of emerging markets such as Kuwait. In this study, a comprehensive survey is conducted to describe the current corporate finance practice of corporate finance in Kuwait. This study attempts to reconcile the gap between theory and practice by measuring the extent to which theoretical concepts have been adopted by professionals from a broad range of listed firms in Kuwait. The objective of the survey is not only to complement prior studies but also to contribute to existing theories by identifying areas where academic recommendations have not been fully implemented (Graham and Harvey, 2001 ). The results of this research will be particularly useful in informing practitioners in markets in Gulf Cooperation Council (GCC) 2 such as Kuwaiti the importance of 1 Graham and Harvey (2001) is the most famous survey study in the recent financial literature. The survey was awarded the Jensen Price for being the best corporate finance paper published in the Journal of Financial Economics in 2001. 2 As evidenced from the developing countries, only one study is survey-based performed by Anand (2002) in India. While a study by Omet and Mashharawe (2003) focuses only on the empirical analysis of capital structure determinants of non-financial companies in Jordanian, Saudi, Kuwaiti, and Omani, applying popular and suitable corporate finance techniques in the management of their companies 3 .
We choose Kuwait for two reasons. Firstly, Kuwait provides a unique natural setting to test corporate finance theories because of the simplicity of its tax system -there are neither personal taxes nor corporate taxes on dividends and capital gain. This is markedly different from the western countries which are characterised by the complexity of the respective tax codes. Additionally, the dynamic nature of the treatment of tax shields in the American tax system makes it difficult to evaluate the quantitative importance of debt. Prior studies have found it difficult to evaluate the importance of debt. Thus, this will contribute to the capital structure puzzle in terms of quantifying the corporate tax rates and incentives. It may help us obtain clearer conclusion on firms' financing decisions.
Secondly, the fact that there are underdeveloped and inactive bond and mutual funds markets in Kuwait leaves room for banks to play an important role in financing firms listed on Kuwait Stock Exchange (KSE). Banks mainly provide short-term loans, which may explain the high reliance of Kuwaiti listed firms on this form of financing. Kuwait has unique financing arrangements that are characterised by high leverage and high reliance on bank debt. 4 The literature has often described banks have an advantage in collecting information but are potentially more expensive source of capital than the public debt markets. The cost of monitoring and imperfect financial contracting should raise the costs of debt for firms borrowing from banks, and hence lower their debt ratios (Faulkender and Petersen, 2006) . The fact that Kuwait firms are highly levered seems surprising given the costs of obtaining debt in Kuwait.
none of the research is devoted to study the financial policies and practices in the Gulf region. Hence, the evidence from Kuwaiti firms on corporate finance practices is non-existent.
3 Due to lack of data availability, other GCC (Gulf Cooperation Council include Saudi Arabia, UAE, Oman, Qatar, and Bahrain) countries cannot be included at the time of writing this study. However, the results of this study can be conclusive and generalised to other GCC countries since they are closely connected and comparable countries. 4 For example, Welch (2004) argues that long-term debt issuing activity is the most capital structure relevant activity in US.
The reminder of this paper is organised as follows: Section 2 provides a brief description of the methodology. We summarise information on firm and managers characteristics in section 3. Section 4 presents survey results. Section 5 summarises and concludes.
Methodology
Based on a comprehensive review of existing literature, a survey was developed to incorporate this important research question. The survey focuses primarily on the current corporate finance practices implemented by CFOs in listed companies of Kuwait. The target respondents are listed firms in Kuwaiti Stock Exchange (KSE).
The survey includes questions on topics that are closely related to capital budgeting, capital structure, cost of capital, and dividend policy. For example, the survey asks the managers on how they estimate their cost of equity (CAPM or other methods) and whether the impact of the weighted average cost of equity is taken into consideration in their capital structure choices.
The survey contains 25 numbered questions in total. These questions, with few exceptions, are of "closed-end type" for easier and more efficient data organization and processing. The starting point of the questionnaire is based on the survey in Graham and Harvey (2001) . To facilitate comparison, we ask questions similar to their survey concerning the questions about capital budgeting techniques, the characteristics of the firm and its CFOs and the firm's target debt range.
Additionally, we ask questions similar to the survey in Brounen et al. (2004) Based on the results presented in Table 4 reports the survey results on capital budgeting techniques used for decisions making. The response that had the highest average score when asked "how frequently did your firm use the following capital budgeting techniques when deciding which projects or acquisitions to pursue" was IRR on (97.4%) followed by NPV (96.3%).
Non-DCF methods (such as Accounting Rate of Return (ARR) and PB) are less popular among listed firms in Kuwait. The pay back method is also popular (53.8%).
Only 42.5 percent of the respondents use ARR as the most popular capital budgeting tools. The payback criterion is more popular among privately and publicly owned companies that are managed by CFO with non-MBA with medium tenure.
<INSERT TABLE 4>
The response that had the highest average score when asked the question "when valuing a project how did you assess your firm's project risk?" was sensitivity analysis (mean = 3.71). The results in Table 5 illustrates that sensitivity analysis, risk adjustment, and scenario are the most widely used techniques for assessing the project risk. Seventy three percent of the respondents use sensitivity analysis, sixty-five percent use risk adjustment, while fifty-seven percent employs scenario analysis. The scenario analysis is significantly used by industry sector (average = 2.67) whereas both sensitivity analysis and risk adjustment are used by the service sector to assess project risk. Additionally, mature CFOs are more likely to use scenario analysis, decision analysis, and probabilistic analysis (Monte Carol simulation) than younger CFOs. Large firms are more likely to use sensitivity analysis, scenario, decision analysis, and probabilistic than smaller firms. Overall, our findings confront our expectations by highlighting an evidence-based approach among firms in Kuwait in applying DCF (IRR and NPV).
<INSERT TABLE 5> <INSERT TABLE 6> Table 7 reports the survey results on the risk-free rate of return used by respondents who use the CAPM method. Nearly 44 percent of the respondents consider 90 day Tbill as risk free rate (mean = 2.05). Only 16 percent use 3-7 year T-bill as risk free rate while very few use 10 year T-bill as risk free rate (average = 3.7). All three rates of returns are significantly used by real estate, industry and large firms, and are preferred by CFOs without MBA or PhD qualification on a sliding scale. CFOs with medium and longer tenure are more likely to use both 3-7 year T-bill as risk-free rate. Firms with higher proportions of CFO ownership are likely to use 10 year T-bill (M= 2.5).
Cost of Capital
<INSERT TABLE 7> Furthermore, industry average and published sources are used significantly by firms of all sizes, both privately and publicly owned, and by firms with higher proportion of CFO ownership.
<INSERT TABLE 8>
We also ask the respondents who use the CAPM to indicate what sample period they use to calculate beta, the results of which are presented in Table 9 . Nearly 42 percent of the respondents rely on monthly share price data to estimate equity beta, while approximately 29 percent of respondents use weekly share price data. The use of weekly and monthly share price data to estimate security beta is significantly more popular among small, medium and large firms, firms with higher management ownership, both public and private firms, CFOs with PhDs and other qualifications, and real estate, industry, and services sectors. The use of monthly share price data to estimate security beta is significantly more popular among CFOs with longer tenure.
<INSERT TABLE 9> Table 10 reports the survey results on what market premium are used in the CAPM model by CAPM users. The average market risk premium of 6 to 8 percent is most widely used by Kuwaiti firms. It is followed by CFO's estimate of average market risk premium as an input while using CAPM (15 percent). About 13 percent of respondents use 8 to 9 percent fixed rate as market risk-premium in the CAPM model.
These three measurements are widely used among real estate, industry, and service sectors, medium and larger sales revenues firms, both publicly and privately owned companies, and firms managed by CFOs without MBA or PhD qualification. In addition, firms with higher proportion of CFO ownership prefer the average market risk premium of 6 to 8 percent. A fixed rate of between 8 and 9 percent is used predominantly by firms with high management ownership. The average market risk premium of 6 to 8 percent is most widely used by small firms, medium management ownership, and CFOs with PhD.
<INSERT TABLE 10>
We then explore the tax rate used to calculate after-tax cost of debt as well as the weights used in the computation of weighted average cost of capital ("WACC") of the firm. Table 11 
<INSERT TABLE 11>
In summary, Kuwaiti firms rely on CAPM for estimating the cost of equity capital whereas WACC is the most favoured cost of capital model. Among CAPM users, Tbill is used as proxy for the risk-free rate; beta comes from published sources as a measure of systematic risk; and a market risk premium between 6 to 8 percent is commonly used as input in the CAPM model. 
Capital Structure
The results in Table 12 consider it as most preferred or preferred source of finance. There is no significant difference in the use of equity capital stock between firms classified based on firm size, equity, sector, and CFO's characteristics. Interestingly, this finding contradicts our expectations because it does not reveal a strong evidence of pecking-order theory of capital structure among firms in Kuwait, but suggests that firms do not have any particular source of choices when it comes to how best finance their projects.
<INSERT TABLE 12>
Dividend Policy
The results in Table 13 indicate that 96.2 percent of the respondents strongly agree or agree that their dividend payout ratio affects the market value of the firm in the stock market. These respondents are firms from the industry and food sectors as well as private and public companies, and CFOs with PhD or other qualification. Ninety percent of the respondents strongly agree or agree that investors generally prefer cash dividends today to uncertain future price appreciation. Nearly eighty-nine percent of the respondents strongly agree or agree that dividends provide signalling mechanism of the future prospects of the firm. Only 27.5 percent of the respondents strongly agree or agree that dividend payments provide a bonding mechanism to encourage managers to act in best interest of the shareholders.
<INSERT TABLE 13>

Conclusion
The results of our survey on Kuwaiti corporate finance practices are generally consistent with existing studies. For example, NPV is widely used now as a capital budgeting techniques for decisions making today more than in the previous times. The IRR remains popular despite its limitations. The CAPM is also in use now to estimate the cost of equity capital whereas WACC remains the most popularly used method in the estimation of cost of capital.
A substantial number of Kuwaiti firms rarely use book value weights to compute their WACC, instead relying on all possible weights. These weights are based on book value of the firm, market value of the firm and target capital structure. This practice is not on line with corporate finance theory. This implies that corporate practitioners may not apply the NPV or CAPM rule correctly (as in Graham and Harvey, 2001 and Anand, 2002) . In fact most firms rely on the minimum alternative tax (or zakat) and current statutory tax rate to determine their WACC due to the simplicity of tax system in Kuwait.
In regards to dividend policy, Kuwaiti management agree that a cash dividend in hand today is more preferred than uncertain future price appreciation. This affirms the "Bird-In-Hand" dividend theory. This finding needs further research and investigation as it measures the belief of financial executives and not necessarily their actions.
In our analysis of preferred capital structure, our findings suggest that firms do not have any preference when it comes to how best finance their projects. Interestingly, managements are much less likely to follow academically taught theories when determining capital structure. This finding may suggest that business school are better in teaching capital budgeting, cost of capital and dividend policy than teaching capital structure theories. This finding is in line with Graham and Harvey (2001 
